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THE BUDGET FOR 1944 


While the budget message sent to the Congress on 
January 11, 1943 announced federal expenditures in 
excess of $100 billion for the twelve-month period 
ending June 30, 1944, the actual amount that will be 
spent will be determined by the appropriation acts. 
News of the $100 billion budget had scarcely been an- 
nounced when a supplemental request was made for an 
additional $4 billion for ship construction. Appropria- 
tions have exceeded actual expenditures to such an 
extent that there is now $170 billion of unspent war 
appropriations and authorizations of which one third 
is not obligated or committed. Although the urgent 
necessities of war planning make it impossible to keep 
expenditures and appropriations exactly in balance, a 
continuing excess of $70 to $80 billion will mean in- 
evitable waste and extravagance that cannot be justified 


HE budget message for the fiscal year 1944, dated 

January 6 and sent to Congress on January 11, 1943, 

announced that total federal expenditures for the 
year in question would exceed $100 billion. This is a far 
cry from the time, only little more than forty years ago, 
when the country was excited by the news that federal 
appropriations were to exceed $1 billion. Then the general 
reaction was one of pride and approval. “This is a billion 
dollar country” was the way the general approval was 
phrased. Today, the news of expenditures exceeding $100 
billion can be received only with grim apathy, because no 
one can comprehend such a sum and because it becomes a 
fiscal symbol of the cost of total war. 

The actual amount that will be spent in the fiscal year 
1944 will be determined by the appropriation acts rather 
than by the budget. But the budget does establish the plane 
upon which appropriations are to be considered. It is 
stated that there are available about $170 billion of unspent 
war appropriations and authorizations, of which two thirds 
are already obligated or committed. The story of appro- 
priations and ¢xpenditures for the fiscal years 1942-1944, 


at this stage of our war program. 

In its failure to recommend a positive wartime fiscal 
program and its indefiniteness on the prospect for further 
cuts in nonwar expenditures the message was disappoint- 
ing. An additional $16 billion in taxes or savings or a 
combination of both was urged and the closing of loop- 
holes recommended, but there was no outline of a con- 
structive program that would yield the amount of re- 
venues required and act as a brake on inflation. Savings 
were claimed in nonwar expenditures but the classifica- 
tion of expenditures lacks definiteness and for that 
reason is unconvincing. In one major activity, aids to 
agriculture, the budget proposed expenditures of $837 
million. Economies demanded by the tremendous costs 
of the war make this stand out as an example of un- 
necessary and unjustifiable extravagance. 


as presented in the President's budget message, is as 
follows: 


Excess of 
Appropriations 


Year Appropriations Expenditures over Expenditures 
(In billions of dollars) 
i Rae | 32.5 85.6 
ee 80.4(a) 4.6 
9DNG soci SIS 104.1(b) —16.3 
Lander 290.9 217.0 73.9 


The excess of appropriations made in 1942 and 1943 
over the expenditures for 1942 represents the amount 
stated above as unspent appropriations, which are now 
encumbered by the expenditures to date in the current 
fiscal year and by commitments yet to be liquidated. The 
excess of appropriations over expenditures established in 
1942 is to be carried forward into 1944 with only moderate 
abatement. No one supposes that in the accelerating tempo 
of war preparation and war effort, appropriations can or 
should be kept in exact balance with expenditures. On the 
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other hand, there can hardly be a case for an excess of 
$70 to $80 billion of appropriations over expenditures at 
all times. On the day following transmission of the budget 
message, the President asked for the immediate appropria- 
tion of $4 billion to accelerate the expanded merchant ship 
program. This is no doubt only the first of a series of such 
supplemental requests, and the over-all picture of the fiscal 
prospect which the budget provides will be increasingly 
blurred by these extrabudgetary additions. 

The lavishness of the early defense and war appropria- 
tions was partially a product of inadequate planning and 
of a concern that there might be a reaction later which 
would compel curtailment of the war program. It no doubt 
led to much foclish buying and some hoarding by govern- 
ment departments, and it probably delayed realization of 
the need for that careful programming of requirements in 
relation to available output of basic materials which is even 
now just being set up for the control and coordination of 
military demand and industrial supply. 

The President admits that some persons may consider 
his program fantastic. In one sense it is, for he proposes an 
expenditure of $97 billion for war purposes, but he also 
says that despite this war program civilians can be supplied 
with an average of about $500 worth of goods and services 
at the same time. 

The catch in this proposition may be the value to be 
set on the services, but taking the figures at face value, 
they mean civilian consumption of some $65 billion, at 
$500 per head, plus war production of $97 billion, or a 
total value of national product in the fiscal year 1944 of 
approximately $162 billion. Since all of this assumes ‘‘only 
a small rise in prices” it points to a total national product 
of not less than $160 billion in terms of present prices. 
This figure is so far above all previous records and pre- 
vious experience in production that some skepticism is 
pardonable, if not warranted, 


To be sure, the President’s assumption of such a volume 
of production was based on the further assumption that the 
nation’s manpower and resources be fully harnessed—an 
effective phrase which, unfortunately, is not further im- 
plemented by clear pronouncement regarding hours of work, 
removal of output restrictions, the elimination of labor 
conditions which impede production, etc. His principal 
comment on the situation was defensive — “industrial 
production has not been delayed and crops have not been 
lost because of lack of manpower, except in a few isolated 
cases.” 

Achievement of the more or less fantastic production 
goal envisaged in the message will involve not only drastic 
mobilization of labor power — men and women — but 
also a severe control of civilian production. The $500 aver- 
age of goods and services to be available for civilian con- 
sumption is said to represent a reduction of about 25 per 
cent below their record civilian consumption level of the 
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year 1941. The manner of accomplishing this result is the 
planning for more of essential and less of nonessential 
goods. ‘Production and distribution of goods should be 
simplified and standardized; unnecessary costs and frills 
should be eliminated.” 

In this connection the message refers with approval to 
the stabilization program, although the confused condition 
of OPA has been evident for some time and the first 
important action of the economic stabilization director, 
the salary limitation order, was only a futile gesture as an 
inflation control measure. An example of what has been 
happening in OPA is the recent admission that the quantity 
of fuel oil ration coupons issued was unknown. 

It is properly recognized that realization of the produc- 
tion goal will require more complete utilization of medium- 
sized and small plants. And the following sentence deserves 
more attention than it is likely to get from the division 
of industrial concentration of WPB: 

“In certain cases, of course, saving of manpower and 
materials requires concentration in those plants best equip- 
ped to produce a given commodity.” (Italics supplied.) 

Reference to the phony agricultural situation was inevi- 
table. The budget proposes aids to agriculture in 1944 
totalling $837 million, of which the major ‘items are: 


Conservation and use of agricultural land 


Poet ite ee 
Parity payments OM 1942 CLOPS..ccccscccssecssseneeeere 94 °° 
Exportation and domestic consumption of 

SULPIUS COMMOAIEIES ....cccresecssersreurnnemnene 96 
Payments under the Sugar ACteoeccccccocoumn 64 
Farm Security Administration... 38 
Reduction of interest rates on farm mort- 

Po EE OO ENCE ETN Ae TOO 31 
Total of major items............ ats accepted $823 


The President may with complete propriety contend that 
he is merely complying with various acts of Congress. This 
does not make the whole situation the less phony. For 
example, the problem of land conservation is so vast that 
$400 million is so small a drop in so large a bucket that 
it signifies nothing whatever. In fact, the amount requested 
is to be used for payments only to those producers who 
comply fully in their plantings with the stated war pro- 
duction goals. In other words, the original purpose of land 
conservation has disappeared altogether, 

The entire parity program is a statistical fraud and 
nothing could more completely demonstrate this than the 
fact that such payments are limited to the producers of 
cotton, corn, wheat, rice and tobacco, as if these crops rep- 
resented the whole of American agriculture. The joker in 
the agricultural situation is in the further fact that all of 
the AAA controls of acreage and production are still opera- 
tive. While these allotments have been raised they are still 
made and farmers are subject to penalty if they exceed their 
current production quotas. 

There is something peculiarly ironic about the contrast 
between impending general rationing of foods and a federal 
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subsidy for exportation and domestic consumption of sur- 
plus commodities. The amount set out above for these 
purposes is that required by law, being 30 per cent of 
customs revenue plus reappropriation of unobligated bal- 
ances, Whatever the case for this kind of indirect tariff 
concession or subsidy to farmers in ordinary times, there 
can be no case for such a policy under present circum- 
stances. The food stamp plan is to be discontinued shortly. 


In view of the tremendous costs of the war and the tre- 
mendous burden that the war financing will impose, it 
would seem to be an excellent opportunity to save almost 
one billion of the hundred billions asked for by repealing 
all of the statutory provisions which required the President 
to request the $837 million involved in the aids to agri- 
culture. 

The discussion of “nonwar” expenditures reveals sen- 
sitivity to the rising demand for greater economy in these 
categories, and a table is presented showing their course 
from 1939 through 1944. No details are given beyond a 
few illustrative cases of the expenditures regarded as being 
in the “nonwar” category. Although it is said that the 
“nonwar’’ classification now has little, if any, meaning, 
the table shows the actual expenditures under this category 
for the years 1939 to 1942, and the estimated expenditures 
for 1943 and 1944. By this table it is established that 
“nonwar” expenditures in 1944 will have declined below 
those for 1939 by $2,392 million, or 36.7 per cent. In 
the absence of details regarding the classification used it is 
impossible to agree or disagree with the above figures. 
Sharp differences of opinion are easily evoked on this 
subject and with no more light on it than is available, it 
were better to avoid controversy. 


The “nonwar’ aspect of federal economy is now cer- 
tainly the minor aspect of this general topic. It is somehow 
assumed by many persons that the mere labeling of an 
expenditure as a “war” expenditure renders it sacrosanct, 
above all suspicion as to its propriety and its significance 
as a contribution to the success of the war effort. The 
inherent and inevitable wastefulness and costliness of war 
have engendered a belief that any critical consideration of 
war spending is necessarily an impediment to victory. 

The fact would appear to be otherwise. Wasteful war 
spending, whether a result of profligate temperament and 
experience or of defective and inadequate programming of 
requirements, is a definite impediment to victory. There 
has been no hesitation about renegotiation of contracts 
where grounds appeared for believing that war contractors 
were making too much money out of war contracts. This 
is an attack upon one form of wasteful spending. A review 
of other forms and methods of war spending, as a kind of 
parallel to renegotiation, would no doubt weed out some 
practices and conditions now productive of increased cost. 
In any case, such a review would be vastly reassuring to 
the taxpayers. 
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That section of the budget message which deals with 
ways and means is indefinite. The President is concerned 
now over the inflationary possibilities of the war spending, 
but the time to have realized this condition and to have 
begun action was at the beginning of the use of fiscal 
methods which were certain to yield these results. Neither 
the inflation messages of last year nor the Treasury pro- 
gram revealed adequate perception of the taxation approach 
required by the magnitude of the inflationary forces that 
were then being generated. 


However, it is recommended that 50 per cent of the 
expenditures for 1944 be met by taxation, savings, of 
both. To do this would require about $19 billion of addi- 
tional funds above the estimated net yield of existing re- 
venue legislation. (Total expenditures in general and 
special accounts estimated at $104 billion, of which 50 
per cent is $52 billion. Estimated net yield of present tax 
laws in 1944 is $33 billion). 


The recommendation that taxation should be simplified 
and put on a pay-as-you-go basis is late, very late, but 
welcome even so, as an indication of the eventual triumph 
of good sense over bureaucratic resistance. It is no secret 
that Treasury opposition and indifference have been chiefly 
responsible for the delay in giving serious consideration to 
the suggestions that have been made looking toward these 
results. 


Beyond the reference to pay-as-you-go, the comments on 
taxation were quite general. Fiscal measures, it was said, 
should not only provide revenue but should support the 
stabilization program by determining luxury or nonessential 
spending. Is this a suggestion for higher excises on certain 
goods or for more complete income limitation through 
taxation ? 


Again, it is said and very properly, that care should be 
taken that the fiscal measures do rot impair but actually 
promote maximum war production. But in itself, this is 
only a platitude. Far more to the point would it have 
been if the presidential influence had been exerted here 
specifically against some of the iniquities of recent tax 
legislation which have had crippling effects. Without some 
degree of express guidance the Congress is very likely to 
agree with the precept, but to contend that thus far it 
has been duly observed. 


A veiled reference to the taxation of interest on state 
and local bonds is to be found in the comment on the 
closing of loopholes and to the need of making the taxes 
on higher incomes fully effective. Congress has consistently 
refused to yield to the demands of the President and the 
Treasury on this subject and it is to be hoped that prac- 
tical, sensible and acceptable tax improvements, for which 
the case is so urgent, will not be sidetracked while this 
matter is again fought out before committees and in Con- 
gressional debate. 
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The public debt is estimated to stand at $135 billion by 
June 30, 1943 and a year later it will have mounted to 
$210 billion under existing tax laws. Obviously the present 
statutory limit of $125 billion must be raised and it may 
as well be abolished completely, although the President 
suggests an extension. He adds: — “To do this is sound, 
for such a debt can and will be repaid. The Nation is 
soundly solvent.” 

National solvency can be construed in different ways. 
Long before the war ends the federal debt will exceed 
the total value of the real estate in the country. No govern- 
ment ever need be insolvent in the sense of being unable 
to meet an obligation on the due date, for it can always 
print paper money and compel its acceptance in settlement. 
The meaning which the average person is likely to read 
into the statement quoted above is that the debt can and 
will be repaid by the application of surplus revenues to 
debt redemption. In this view, national solvency implies 
both the willingness and the capacity to provide, through 
post-war taxation, a revenue surplus sufficient for this 
purpose. 

Such a view is the purest form of wishful thinking. If 
the politicians are not willing to levy taxes enough during 
the war boom to prevent heavy debt increase, it is reason- 
ably certain that they will find compelling objections after 
the war against taxation heavy enough to provide for debt 
redemption. And they will derive much aid and comfort 
in this course from those governmental advisers who are 
already counseling that the debt should never be repaid. 
These advisers are now planning huge post-war deficits, 
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that is, further debt expansion, in order to keep national 
income at a level high enough to prevent the taxes for 
annual interest payments from being a burden. Johnny 
Fitch was not the only one who believed in perpetual 
motion. 


Finally, the budget message hints at the glad new world 
which was founded by the Atlantic Charter, swaddled by 
the Beveridge Commission, and is to be paid for by Uncle 
Sam. ‘Freedom from want for everybody, everywhere, is 
no longer a Utopian dream.” 


But it is still a pipe dream and will be until there 
can elapse a long and dreary process of transforming the 
habits, customs, taboos and prejudices of the earth’s teem- 
ing millions. If, for example, the Atlantic Charter could 
speedily persuade some 100,000,000 Indians to eat beef- 
steak regularly instead of revering the cow as a sacred 
animal, the character and productivity of Indian agriculture 
would presently be so changed as to go far toward provid- 
ing the daily quart of milk and eliminating want from 
that country. No manifesto written in Washington, White- 
hall or on the high seas can do this. The alternative is for 
Uncle Sam to do the eliminating of want, gratis, and this 
appears to be exactly what is intended by some who seem 
to regard the present war as only a major episode in a 
longer and holier crusade than any ever waged against 
the Infidel. 

Har_ey L. Lutz 
Professor of Public Finance 
Princeton University 
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